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5.2 Enhanced Executive Summary 
The purpose of this study is to examine the risk management disclosure by all seventeen 
Islamic Financial Institutions (IFIs) in Malaysia from 2006 to 2009, covering the period before, 
during and after the global financial crisis. This study also aims to examine the relationship 
between corporate governance mechanisms on the level of risk management disclosure. A 
disclosure checklist consists of mandatory and voluntary items were developed to measure 
the level of risk disclosure. The descriptive result shows the risk management disclosure 
among the Islamic Financial Institutions was satisfactory. Analysis for the four-year period 
revealed that the risk disclosure has significantly improved before and after the financial crisis 
indicating that Islamic financial institutions have taken the necessary measures to improve 
their disclosure. Independent non-executive (BINE) and non-independent non-executive 
directors (BNINE) were found to have effect on the risk management disclosure indicating that 
external directors have significant influence on management. 
Keywords: Risk management, Islamic Financial Institutions (IFIs) 
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5.3 Introduction 
The issues on corporate disclosure are amongst the top priority of concern in today's business 
world. The disclosures including risk information were concerned with the risk information 
provided to shareholders and other stakeholders. In light of advent corporate collapses, there 
has been a strong demand for information on companies' exposure to risks. This was proved 
in the recent US sub-prime mortgage crisis which was triggered by liquidity problem faced by 
financial institutions as a result of overvaluation of assets. Foong (2009) suggests that poor 
corporate governance and lack of transparency, especially on risk management disclosure 
among major financial conglomerates, have intensified the financial meltdown in the US 
subprime mortgage crisis. 
Hence, good risk management practices especially among financial institutions including 
Islamic financial institutions are important as they are more exposed to various types of risks 
due to the nature of their operations. Islamic banks and financial institutions have the similar 
risks as conventional banks but they are also confronted with "new and unique risks as a 
result of their unique asset and liability structures" (Kahf, 2006). This new type of risk is an 
immediate outcome of their compliance with the Shariah requirement because Islamic banking 
is based on interest free banking. 
Several studies have focused on risk management disclosure in financial institutions 
(Sundrarajan, 2008; Selvarajan, 2008) and the study of Mohd Ariffin, Archer and Abdel Karem 
(2008) on the perception of risk disclosure in Islamic banks. There are also several studies 
that theoretically focus on the disclosure among conventional banks (Hossain, 2008; Harahap, 
2003; Helbok & Wegner, 2003). The only study on risk management disclosure in Islamic 
financial institutions was done by Sundrarajan (2008); however, it only addressed the general 
risk disclosure among Islamic financial institutions. There is also a study on the Malaysian 
scenario by Selvarajan (2008); but it only focused on issues, prospects and challenges faced 
by Islamic banking. Meanwhile, Mohd Ariffin et al. (2008)'s research is mainly focused on bank 
officers' perception towards risk disclosure. 
This study attempts to look at risk management disclosure, specifically, among the Islamic 
financial institutions. The study will further compare the extent of disclosure by these financial 
institutions for four years covering the period before, after and during the global financial crisis. 
In addition, this study also examines the corporate governance mechanism on the amount of 
risk management disclosure in Islamic financial institutions. As suggested by previous 
literature, the corporate governance mechanism tested in this study focuses on board of 
directors and audit committee. 
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